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ISRAEL - KEY ECONOMIC INDICATORS 


Estimated ¢Change 
1984 1985 1984/83 
Income, Production & Employment 


GNP, current prices 

(IS billion) 1,370.0 6,573.08 N/A 
GNP, 1983 prices 

(IS billion) 1,379.0 1 g392:30 1,403.0 
GNP, (in $US billion, 

1983 prices) 24.1 24.3 N/A 
Per capita GNP 

current prices 

(IS) (a) 333,650. 1,569,184.0E N/A 
Per capita GNP 

(US dollars) 5,580.0 5,928.0 N/A 
Plant and equipment 

investment current 

prices (IS bil) (a) 135.0 640.0E N/A 
National Income 

per capita 

a) current prices 

(IS) (a) 268,799. 1,203,232.0 

b) current prices 

($us) 4,457.1 4,762.5 
Industrial production 

index (1983=100) (a) 100.0 104.2E 
Productivity growth 

per worker (%) 1.8 -1.5 
Average Wage Index 

(1978=100) in 

constant prices (a) 123.4 122.4 
Civilian labor force 

(thousands) (b) 1,402.0 1,444.0 
Average unemployment 

rate 4.5 5.9 





Money and Prices 


Money Supply (MI) 

(IS billion) (b) 
Interest rate 

(big banks) (%) 42.0 57.0 
Wholesale price index 

(1977=100) (a) T; 22432 39,344.4 
Consumer price index 

(1978=100) (a) 1,373.5 5,560.4 


Balance of Payments 


Gold and Foreign 

Exchange Reserves 

(IMF definition) 

($ million) (b) 3,694.0 3,098.5 N/A 
Foreign debt 

($ billion) (b) a237 23.3E N/A 
Average exchange rate 

against U.S. dollar 

Is (a) 56.324 293.520 N/A 
Balance of Payments 

goods and services 

($ million) -5,106.0 -4,865.0 -4,790.0 
Merchandise export 

FOB ($ million) 5,111.7 5,782.8 6,360.0 
Exports to U.S. 

($ million) 1,329.2 4,637.3 N/A 
Merchandise import 

CIF ($ million) 8,663.2 8,365.9 8,198.6 

Imports from U.S. 

($ million) 1,722.9 1,769.3 N/A 


Main imports from the U.S. in 1984 ($ million) 
(estimated): Machinery and mechanical equipment, 588; 
agricultural products, 384; transport equipment, 204; 
optical, medical and measuring instruments , 111; metal 
products, 100; chemicals , 83; paper, carton and books , 
55; rough diamonds, 48, resins and plastic materials, 
37; textiles, 35; prepared foodstuffs, 33. 


IS = Israel Shekel; $US = U.S. Dollar 
(a) = annual average 

(b) = end of period 

N/A = not available 

E = estimate 





SUMMARY AND OVERVIEW 


The Israeli economy turned in a mixed performance in 
1984. While the increase in exports was a positive 
development, there was continued deterioration in many 
other areas. For the second consecutive year, the gross 
national product grew very little. Inflation 
accelerated to a record high of 445 percent. Jn the 
other hand, the export increase helped reduce the 
civilian trade deficit considerably. During the first 
quarter of 1984 the Government of Israel continued to 
implement the economic program that Finance Minister 
Yigal Cohen-Orgad had introduced in October 1983 to try 
to lower domestic demand, increase exports, and restrain 
inflation. The major elements of the program consisted 
of reducing public sector spending and cutting the 
budget deficit. The small degree of progress which the 
government's program appeared to achieve slowed in the 
second quarter following the March call for national 
elections to be held in late July. The dissatisfaction 
of one of the small parties in the government coalition 
with economic policy led to this party's withdrawal from 
the coalition and precipitated the governmental crisis 
which resulted in the call for new elections. The 
economy became one of the main issues in the election 
campaign and was a principal factor in the voters' 
decisions on election day. During the pre-election 
period the reduction in government subsidies, which had 
been a key element in the government's economic program, 
slowed dramatically, as did the rate of shekel 
devaluation. The apparent shift in economic policy 
during the pre-election period increased the general 
public's nervousness and caused an increase in demand 
for foreign currency. This in turn led to a significant 
drop in foreign exchange reserves in July and August. 
Even before the drop in reserves, the public's 
nervousness prompted the government to introduce 
legislation which restrains the goOvernment from 
adversely affecting savings programs. To stem the drain 
on foreign exchange, the Government of Israel on July 
24, the day immediately after the elections, imposed a 
variety of currency control measures, including 
extension of the 15 percent value-added tax to foreign 
currency purchases, a restriction on transfers of 
foreign currency to relatives abroad, a limit of the 
equivalent of $50 on the amount of shekels that can be 


taken out of Israel, and several requirements concerning 
import credit. 





Despite these measures, plus a decree from Finance 
Minister Cohen-Orgad in August imposing a hiring freeze 
in the public sector and limiting new government 
expenditures to 75 percent of their existing level, 
uncertainty over government economic policy continued in 
the post election period. The uncertainty lasted until 
mid-September, when the new National Unity Government 
took office. 


NEW NATIONAL UNITY GOVERNMENT ACTS 


At its first meeting on September 16, the Cabinet voted 
to cut the Government budget deficit by $1 billion. The 
Cabinet also appointed a special economic committee, 
consisting of Prime Minister Shimon Peres, Deputy Prime 
Minister David Levy, Finance Minister Yitzhak Moday (who 
replaced Yigal Cohen-Orgad when the National Unity 
Government took office), and Economic and Planning 
Minister Gad Ya'acobi, to work out the details of the 
cut with the rest of the Cabinet ministers. The 
Government also devalued the shekel by 9 percent and 
raised fuel prices an equivalent amount. On September 
23, the government increased fuel prices another 30 
percent and lowered subsidies on basic commodities, 
sending their prices up between 18 and 55 percent. In 
the latter half of September the Cabinet economic team 
met on several occasions with the leadership of the 
Histadrut (National Labor Federation) and 
representatives of the business sector to explore the 
possibility of negotiating a "package deal" involving 
some form of wage, price and tax freeze. These talks 
continued off and on through October and eventually led 
to a tri-partite agreement on November 2. 


Package Deal I, as the November 2 agreement was called, 
provided for a 3=-month (November 5, 1984 to February 5, 
1985) freeze on the prices of all goods, services and 
profits; a reduction in the cost of living adjustment 
(COLA) payment by one-third in each of the first and 
second months of the agreement; a reduction of 5 percent 
in salaried worker's income taxes for a 3-month period 
beginning in February 1985; and a commitment that the 
government would impose a levy on unsalaried workers 
equivalent to the burden imposed on salaried workers. 
Although there were some misgivings about the package 
deal arrangements and some problems with them in the 
first days of the deal's implementation, the agreement 





was relatively successful in terms of lowering measured 
inflation in the last 2 months of 1984. The monthly 
increase in the Consumer Price Index fell from a level 
of 24.3 percent in October to 3.7 percent in December. 


At the beginning of October the Government also 
announced a 6-month ban on the importation of 
approximately 50 luxury items and it placed a 25 percent 
deposit requirement on goods on the banned list which 
were already in transit. (This deposit was on top of the 
15 percent deposit already in effect for most imports.) 
The Government of Israel also cut the foreign currency 
allowance for Israelis travelling abroad from $2 
thousand per trip to $1 thousand per adult and $500 per 
child. The 15 percent deposit requirement on imports 
was also extended to tourist services abroad which are 
purchased in Israel. 


The price freeze element of the November-February 
package deal appeared to have a positive effect in 
reducing consumer demand and restoring the general 
public's confidence in the Government's ability to deal 
with the economy. However, at year's end, Israel was 
still faced with a high level of governmental printing 
of money and a continuing drawdown of foreign currency 
reserves. 


In late January, the partners to the package deal (the 
government, Histadrut and the private sector employers) 
entered into a new agreement, officially called the 
"Economic Stabilization Agreement," more commonly 
referred to as Package Deal II. The new arrangement was 
to be for an 8=-month period, with a review after the 
first 5 months; its principal elements consisted of 
sharp reductions in government subsidies on fuels, other 
basic commodities and public transportation; gradual 
price increases for non-subsidized goods subject to 
price controls; a continuation of the 5 percent 
reduction in salaried workers' income taxes for another 
3 months; and a cut in the cost-of-living adjustment 
payment for the pact's first 3 months. This second 
package deal was modified near the end of March. The 
amendment provided for a 7 percent price increase for 
non-subsidized goods at the beginning of April 
(subsidized goods went up 7 to 20 percent) to be 
followed by a two-month general price freeze. After 2 
months, prices will be allowed to rise again and then 
they will be frozen for 2 additional months. The 
Government of Israel believes that the amended Package 
Deal II, in conjunction with the large-scale cut in the 





budget deficit which the Cabinet has approved, will 
bring about greater stability in the economy. Over the 
last few months Israel and the United States have been 
consulting closely on the question of the Israeli 
economy and the role U.S. Government assistance can play 
in support of the Israeli Government's efforts. These 
consultations are part of the ongoing close relationship 
between the two countries and reflects the U.S. 
Government's commitment to the well-being of the State 
of Israel. 


BALANCE OF PAYMENTS DEFICIT DECLINES 


The strong economy in the United States in 1984, the 
moderate economic recovery in Europe, and the Government 
of Israel's policy of encouraging exports and weakening 
domestic demand helped Israeli export performance during 
the year. The export increase and the decrease in 
civilian imports contributed to a drop in Israel's 
current account deficit from approximately $5.2 billion 
in 1983 to about $4.9 billion in 1984. Israel covered 
its current account deficit with financing from various 
sources. This included approximately $2.6 billion of 
economic and military assistance from the United States, 
plus unilateral transfers (grants) from Jewish 


communities around the world, sales of Israel bonds, 
continuing reparation payments from the Federal Republic 
of Germany, commercial loans, and a drawdown of foreign 
exchange reserves. The Bank of Israel's foreign 
currency reserves declined by about $560 million, to 
approximately $3.1 billion during 1984. 


Non-military Israeli imports from the United States 
increased slightly from $1.72 billion in 1983 to Sy.707 
billion in 1984. This represented approximately 21.1 
percent of Israel's merchandise imports. The increase 
in U.S. exports to Israel came despite the continued 
appreciation of the dollar versus European currencies, 
stiffer European competition against U.S. products due 
to reduced Israeli tariffs on Common Market exports 
under Israel's association agreement with the European 
community and attractive European, Japanese, and 
Canadian financing in contrast with uncompetitive 
financing for U.S. exports. 





The United States remains Israel's largest single 
trading pertner, although Israel's trade with the 
European Community as a whole is larger. Machinery and 
electronics equipment products are the major U.S. 
exports to Israel. They continue to offer good 
prospects for the future as Israel seeks to expand its 
own high technology industry, a policy which will 
require high quality large volume production machinery. 
United States basic agricultural products will also 
enjoy a good market in Israel, which perennially must 
import sizeable quantities of grains and soybeans. 
United States commercial banks will continue to find 
opportunities to help finance Israel's economic 
activity, although the Government of Israel hopes to 
reduce Israeli foreign debt in the coming years. Israel 
Wishes to attract foreign investment and provides 
special incentives to investors in preferred 
geographical areas and industrial sectors (especially 
export-oriented industries). End Summary and Overview. 


NATIONAL ACCOUNTS 


Preliminary estimates based on data for the first 9 
months of 1984 indicate that the Gross National Product 
(GNP) increased slightly in real terms during the year. 


This follows a 1.3 percent increase in the GNP in 1983, 
a 0.4 percent decline in 1982, and moderate to high 
levels of growth in earlier periods. Private 
consumption is estimated to have declined 5.6 percent 
during the year, following a 7 percent increase in 

1983. Partial data for the last quarter of the year 
indicate a further fall in private consumption, which 
apparently reversed in December 1984 and January 1985 in 
response to the approaching expiration of the first 
package deal. The decline in private consumption in 
1984 was influenced principally by the government's 
efforts to reduce public sector spending, introduce 
austerity and lower economic activity in general. 
Although there were spurts of private consumption during 
the year, the government's strategy seems to have 
encouraged the public to refrain from consumer spending 
in general. Public consumption rose about 3.4 percent 
in 1984, principally due to an increase in defense 
imports. If one excludes defense imports from the data, 


public consumption fell approximately 3.9 percent during 
1984. 





Investment declined about nine percent in 1984 following 
increases of 14 percent in 1982 and 8 percent in 1983, 
Investment in fixed assets, excluding changes in 
inventory, declined sharply in the first half of 1984 
following a nine percent rise in 1983. Detailed data on 
the various investment components are not yet available 
to provide a more complete picture of the investment 
scene. 


The government is predicting that economic activity will 
continue to decline moderately during 1985. Although 
export performance may improve further during 1985, the 
government's effort to hold down public sector 
expenditures will probably result in little or no growth 
in the GNP again this year. 


PRICES AND WAGES 


Inflation accelerated again in 1984. This was the sixth 
consecutive year that prices rose at a triple digit 
rate. Since 1979 the Consumer Price Index, the common 
measurement of inflation, has increased at the following 
rates measured from end-of-year to end-of-year: 


1979 111.0 percent 
1980 132.9 percent 
1981 101.5 percent 
1982 131.5 percent 
1983 190.7 percent 
1984 444.9 percent 


The CPI rise in 1984 was the highest annual increase in 
the history of Israel. The sharp increase in 1984 stems 
from the government's decision in October 1983 to reduce 
subsidies drastically and to devalue the shekel by 18 
percent. This action jolted inflation from the 125-130 
percent range at which it had seemed to be stabilizing 
in recent years. Throughout the first 11 months of 1984 
inflation continued at record levels, as the government, 
in general, tried to reduce the level of subsidies in 
the economy. Except for December, each month's CPI 
increase was higher than the CPI rise for the same month 
in any prior year in Israel's history. Following 
implementation of Package Deal I at the beginning of 
November 1984, the pace of price increases slowed, with 
November's CPI rise at 19.5 percent (compared to 
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September's 21.4 percent and October's 24.3 percent). 

In December the CPI increase was 3.7 percent, the lowest 
monthly rise since June 1983 (3.6 percent) and the 
lowest December CPI rise since 1978 (3.4 percent). The 
figures for the first 4 months of 1985 (5.3, 13.5, 12.1, 
and 19.4 percent for January, February, March and April, 
respectively), are insufficient to discern a clear 
trend. The April CPI increase was unexpectedly high and 
has raised some questions about the effectiveness of the 
amended Package Deal II. However,it appears that the 
parties to the Package Deal will hold to the agreement 
for the time being. 


The accelerating inflation during 1984, the downturn in 
economic activity in a good part of the year, and the 
reduction in cost-of-living adjustments within Package 
Deal I, led to a decline in real wages of about 3 
percent in 1984. (Note: these data are still 
preliminary. End note.) 


BALANCE OF PAYMENTS: RESULTS AND PROSPECTS 


The current account deficit in the balance of payments 
on goods and services was approximately $4.9 billion in 
1984, down from about $5.2 billion in 1983 but higher 
than the $4.7 billion deficit in 1982. Commodity 
exports rose 13 percent in dollar value (an increase of 
about $650 million) while imports decreased about 4.3 
percent (about $366 million). This resurgence of 
Israeli exports occurred despite the continued strength 
of the dollar against European currencies and the weak 
recovery in Israel's major markets of Europe. 


In 1984, the increase in exports was almost across the 
board. Only citrus exports registered a decline. The 
chemicals sector and the metals, machinery and 
electronics category showed the largest increases during 
the year. The recovery in the metals, machinery and 
electronics sector (up 21.33 percent over 1983) was 
particularly heartening, since this sector led export 
growth in the late 1970s through 1981, and is considered 
the bellwether for exports in general. Exports in the 
first 3 months of 1985 are roughly equal to the totals 
for the same period in 1984. It is too early to 
determine whether the trend for exports which occurred 
in 1984 will continue in 1985 and, if so, whether the 
rise will be as strong as last year. 
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Government policy has emphasized rapid growth of the 
export sector because of the small Israeli domestic 
Market. To further this policy and to try to reduce 
inefficient credit schemes, the government in 1981 
instituted an exchange rate insurance program. Since 
Israeli exports are recorded in U.S. dollars, this 
program is designed to insure the profitability of 
Israeli exporters who face reduced earnings in dollar 
terms when the currencies of their Western European 
customers depreciate against the dollar. 


Two trade preference systems help Israel. Israel's 
agreement with the European Community (EC) permits 
Israeli manufacturers duty-free access to the European 
Common Market for non-agricultural exports. Israeli 
tariff rates for European products, which have been 
gradually falling for the past 10 years, will reach zero 
in 1989, During this period, trade between Israel and 
the Community has grown significantly. There is concern 
about the impact on Israeli agricultural exports to the 
EC due to increased competition expected from Spanish 
and Portuguese producers when these countries enter the 
Market, possibly early in 1986. Israel and the 
Community have been discussing ways to resolve this 
potential problem. 


Israel is also a major beneficiary of the U.S. 
Generalized System of Preferences (GSP) under which 
approximately 2800 categories of manufactures enter the 
United States without payment of duty. In 1983, Israel 
ranked seventh among the list of beneficiary countries 
and obtained nearly 4 percent of all U.S. GSP benefits. 
Israel and the United States have negotiated a Free 
Trade Area (FTA) Agreement which will eliminate duties 
and most non-tariff trade barriers between the two 
countries. The Agreement, which was passed by the U.S. 
Congress in May 1985, was signed by President Reagan on 
June ll, 1985 The FTA will become effective upon an 
exchange of letters between the two governments stating 
that the legal approval requirements have been 
accomplished. The tariff provisions of the FTA are 
scheduled to take effect on September 1, 1985. 


Israel finances its current account deficit primarily 
with large transfer payments and foreign borrowing. In 
1984 estimated net capital imports totaled approximately 
4.4 billion dollars. U.S. economic and military 
assistance in the form of grants and loans accounted for 
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approximately $2.6 billion. In USFY 85 all assistance, 
military and civilian, to Israel is in the form of 
grants. Israel Bond sales, loans from the Federal 
Republic of Germany, borrowings from foreign commercial 
banks, and direct foreign investment augmented 
unilateral transfers, principally reparation payments 
from the Federal Republic of Germany and private 
transfers. (Final data on the amounts of each of these 
items are not yet available.) Despite these capital 
flows, foreign exchange reserves declined about $560 
million, to approximately $3.1 billion, during 1984. 


Borrowing to help finance the payments gap added about 
$600 million to Israel's total foreign debt, which in 
December 1984 totaled approximately wa).3 Dir Lron. 

While final data on foreign debt are not available for 
the full year, available data through September 1984 
show the term structure of Israel's debt shifting 
Slightly toward an increase in short-term borrowing. As 
in previous years, most of the long-term financing came 
from the U.S. Government or from Israel Bond sales. As 
a result of its continuing balance of payments problems, 
Israel's traditionally solid credit rating in the 
international financial market may have weakened 
slightly. 


The Government hopes to achieve a decline of 
approximately $700 million to $1 billion in the current 
account deficit in 1985. Attaining this target will 
require a continuation of the healthy export growth 
rates that occurred prior to 1982 and occurred again in 
1984, plus a steep decline in imports. A less ambitious 
reduction in the deficit is more likely. Israel will 
continue to depend on official assistance, private 
unilateral transfers, and commercial borrowing to 
finance this gap. The prospects are good, however, that 
Israel will continue to be able to cover the deficit in 
1985. 


PUBLIC FINANCE 


The Government has estimated that the budget deficit for 
FY1984 (which ended on March 31, 1985) was approximately 
1.3 trillion shekels ($1.63 billion), out of total 
domestic expenditures of about 10.2 trillion shekels 
($16.46 billion). For FY1985, the government projects 
total domestic expenditures of 9.30 
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trillion shekels ($15.23 billion) and a domestic deficit 
of approximately 214 billion shekels ($432 million) 
which, according to Finance Ministry calculations, is a 
73 percent decline in dollar terms from 1984. In 1985, 
the government intends to control the budget deficit 
through cuts in subsidies and government activities and 
introduction of new revenue raising measures. Projected 
net expenditures (i.e., excluding debt repayment to the 
Bank of Israel) for FY1985 are approximately 7.5 percent 
less in dollar terms than estimated expenditures in 
FY1984. Domestic defense expenditures, which in recent 
years have accounted for almost 1l percent of GNP, are 
projected to decline in dollar terms by 8.5 percent in 
1985. If the government holds to its projections, total 
defense expenditures (domestic and foreign) will 
represent roughly 17.7 percent of net expenditures in 
FY1985, approximately the same percentage as in FY1984, 
Defense spending and debt repayment constitute about 60 
percent of the net budget, roughly equivalent to recent 
years' expenditures for these items. 


MONETARY POLICY 


During 1984, the Bank of Israel (BOI) attempted to 
maintain a relatively restrictive monetary policy 
similar to that which it carried out in 1983. The Bank 
concentrated on curbing the sources of credit for 
domestic uses while keeping real interest rates high. 
Despite this policy, total credit expanded in real 
terms. Total financial assets of the public also grew 
in real terms. The monetary expansion resulted from the 
Government's need to fund a huge fiscal deficit. In the 
first half of 1984, real bank credit to the public 
contracted. However, in the second half of the year 
there was a real increase of 9 percent, leading to an 
overall increase of about 5 percent during the year. In 
the first 9 months of the year, the public continued to 
purchase foreign currency heavily (averaging about $200 
million monthly) despite government efforts early in the 
year to restrict the amount of foreign currency which 
Israelis could hold and its decision to cut the foreign 
travel allowance from $3 thousand per person per trip to 
$2 thousand and, later, to $1 thousand. The BOI expects 
to hold to a restrictive monetary policy in FY1985. 





UNEMPLOYMENT AND PRODUCTIVITY 


Unemployment grew during most of 1984, continuing a 
trend which first appeared in the last quarter of 1983. 
Unemployment rose from approximately 4.3 percent at the 
end of September 1983 to about 5.7 percent by July 
1984. After a slight dip in August and September, the 
unemployment rate rose steeply to about 6.3-6.5 percent 
at the end of 1984. The upward movement in the last 
quarter of 1984 appears to be the result of lagging 
domestic demand. Unemployment reportedly held steady in 
the first quarter of 1985. 


Preliminary data for the first nine months of 1984 
indicate that there was almost no change in public 
sector employment, which totaled approximately 398,000 
by September 1984. Unemployment remained high in the 
construction sector due to continuing slack demand for 
housing. Relatively high unemployment also occurred in 
the textile sector. The centinued presence of Israeli 
forces in Lebanon and the intentional redundancies in 
many factories to cover absences for reserve training 
are considered to have ameliorated the rise in 
unemployment. The number of workers in the West Bank 
and Gaza who commuted daily to jobs in Israel proper 
reached approximately 93 thousand at one point during 
the year, about 4000 more than in 1983. The Government 
expects its announced policy of reducing public sector 
spending and slowing overall economic activity to cause 
unemployment to rise to an average of about 7.5 percent 
during 1985. 


IMPLICATIONS FOR THE UNITED STATES 


In spite of the many problems in the economy, Israel is 
an attractive market for U.S. exports. Prime targets 
for sales include Israeli firms that are exporting 
and/or selling to the Israeli Defense Forces, In recent 
years, the United States share of the Israeli import 
market has hovered around 20 percent. Available data 
for 1984 indicate that U.S. exports represented about 
21.1 percent of total Israeli imports. Non-defense 
imports from the United States totaled approximately 
ts; billion out of total commodity imports of about 
8.37 billion. Machinery, electronic, equipment, 
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and agricultural products remain the leading U.S. 
exports to Israel. The United States has managed to 
increase its share of the Israeli market slightly 
despite the marked appreciation of the dollar vis-a-vis 
the European currencies during 1984. This can be 
explained in part by the dampening of the Israeli demand 
for consumer imports and the continuing strong import of 
high technology equipment and components. On the one 
hand, because of the strong dollar, U.S. exporters have 
been virtually eliminated from the consumer market and 
were little affected by restrictions in the area; on the 
other hand, the close orientation of Israel's 
electronics industry toward the U.S. market and the 
lowered price sensitivity of such items helped American 
suppliers in the high tech field continue to do well. 
Although the dollar has weakened against some European 
currencies in early 1985, U.S. exporters continue to 
face this hurdle in selling to Israel. Moreover, the 
relative unavailability of Export-Import Bank financing 
for Israeli imports compared to European competitors’ 
financing capabilities will hamper U.S. exports to 
Israel. Nevertheless, with the Israeli market's 
favorable orientation toward the United States, the 
familiarity of U.S. products and Israeli appreciation of 
their durability and reliability, American exporters 


find a good market in Israel. As is evidenced by the 
increase in the U.S. share of the Israeli market, 
aggressive marketing efforts in Israel can bring about 
positive results for U.S. manufacturers, 


Successive Israeli governments have promoted export 
growth. Finance Minister Moday has made export a 
principal element of his economic policy. Major 
attention goes to developing export industries which 
utilize the nation's highly educated labor force. 
Therefore, Israel's export industries direct their sales 
to the United States and Western Europe, which have 
large markets for the sophisticated modern products 
which Israel manufactures. Beginning in 1981, the 
Israeli Government and the Israeli Export Institute (a 
non-profit organization financed by the exporters and 
the Government of Israel to analyze trade patterns and 
assist Israeli exporters) have encouraged Israeli firms 
to expand their efforts in the American market to take 
advantage of the U.S. dollar's strength against Western 
European currencies. Many Israeli firms are also 
actively seeking joint ventures and licensing 
arrangements with U.S. companies. 
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The Government of Israel proposed the creation of a Free 
Trade Area between Israel and the United States in order 
to enable Israeli manufacturers to take further 
advantage of the large U.S. market. Bilateral 
discussions on this idea began in early 1984 and were 
concluded in early 1985. The agreement became official 
on June ll, 1985, and its terms are effective as of 
September 1, 1985. For U.S. exporters, the Free Trade 
Area with Israel will place them on a par with European 
Community suppliers who now enjoy a lower tariff on many 
products due to Israel's associate status with the 
Community. 


Israel emphasizes increased growth of high technology 
exports. Consequently, U.S. exporters in the areas that 
complement this orientation of Israeli industry will 
find the best opportunities. U.S. exporters of this 
type include manufacturers of metal working machinery, 
electronic components, electronic production and test 
equipment, computers and peripheral equipment, 
communication systems, and aviation and avionics 
equipment. The more Israel is able to export high 
technology products, the more it will import the 
components for such items. In addition, the Free Trade 
Area agreement opens the Israeli market to all types of 
American products. A weaker dollar would accelerate 
this process. Israeli demand for agricultural products 
should remain strong. While there is limited growth 
potential because of [srael's small population, 
exporters nevertheless should look for opportunities to 
increase sales. Below average rainfall during the 
winter of 1984-85 will probably require larger than 
usual imports of agricultural goods, particularly 
grains, during the remainder of 1985. 


Despite a decline in tourism to Israel in 1981 and 1982, 
the recovery in this sector in 1983 and further strong 
growth in 1984 demonstrate that tourism to Israel still 
has good potential. Government efforts will continue 
during 1985 and beyond to attract more tourists. The 
market for construction equipment to build new tourist 
facilities, hotel and restaurant equipment, and 
Sightseeing transportation vehicles should expand. 
Israeli tourism to the United States is still 
Significant in spite of measures raising the tax burden 
on Israel foreign travel. 
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Israel will continue to need commercial borrowing to 
finance its economic activities. United States' banks 
and financial institutions have found Israel to be a 
good market for their loans and other financial 
services. The country's diversified exports provide a 
sound framework on which to build for the future. These 
export growth prospects and the financial support Israel 
receives from the U.S. Government and private sources 
help ensure a healthy long term economic outlook. 
Foreign investors find a hospitable environment in 
Israel. The Israeli Government has few capital controls 
and permits unrestricted repatriation of profits and 
dividends. In addition, the Government gives incentives 
to investors in the export sector, certain industries 
and those that locate in specific areas of the country. 
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about the electric current-type, 
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and voltage in other countries? 
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